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Key 0 Let t i c  t t *******  

Dear Applicant: . , .  
. , 

. i  
, * s,, , r *  

We have conridarcit your a ppl'f.cati on'' f o r  r e c o i n i t  fbn of exmaptian 
f roo f e d e r a l  inc- t a x  'md,lr eeet fon  Sol(c)(Pj.  of: the I n t e r n a l  Revenue 

," . . Code of 1954, ~ g i , ~ m z 4 ~ y F ~ 2 ~ ~ ~ ~ ; ~ ~ j t q i ~ w  - *;:,,? c!,",* ,,4r ;,:; .* ,. .:, +,s,. :. ,-', ,,$ . , ~ . . ~ ~ . . ~ ~ . , o , .  . 
a i. ,.,..,. ,Ir,-> ,. ;;, *;. :8&kZi"j:;:,h"$?'' .: ." . ' " ! .'".:.* ,.:$r2 

) . /  ' .  . ' _  4. . 
The i n f o m a t i o n  submitted d i s c l o r e r  t h a t  pour vere incorporated on 

*******  ******** , m & r  Cbapter *** of t h e  Revlred Gtatutem Annotated of 
t h e  S t a t e  of * * * * * *  ********  . YOU were formed for  the purporre of iraproving 
t h e  h e a l t h  and welfare of pe rmas  by providing c e r t a i n  hea l th  ca re  r e r t i c e r  
to health-related organizatioam located both v3thin  and outs ide  *** ******* 
and for par:forPdw nod providing c l i n i c a l  rsrricerr t o  hea l th - reh ted  orga- 
n iza t ions  h i c h  address t h e  physical a d  matal needr of the coonunity a t  
large; 7 r r ~ r i d e d ,  howvet ,  th8t you dl1 oprra to  ~ x c f w i v e l y  f o r  the  h n e f  it  
ur' **** *********  ******  . +, j a r ,  

I >l, "$ - 
* < +* 

far1 aay that you w i l l  i n i t i a l l y  acquire a mobile CT Scannar and w i l l  
*- .nsport  eur=h equlpmnt by t r a i l e r  t o  vamriaru hoapitalm within the  
******** **** *******  region, Each j a r t i c i p a t i ~  kcspi t81  w i l l  con t rac t  
v i t h  roo and will pay f o r  your services. Y o n  m y  acqdre o t h e r  medical 
q o f j m e n t  o r  a d d i t i o a a l  CT-Scanrutr~ to expand tho ocopa and mount  of 
h e a l t h  u r o  serrleaa which you intend to~pro~e&to,hoopit.1.. Further ,  
p a  s.7 that YOU are v b o l l ~ d  ~ t l b r ~ d " i a r * * * * * * * * * * * * * * * * * * * * c t  ******  .  
8 1.o noh s ~ o i i t  .roluntar). c o r p o r a t i o n ~ o r ~ a i ~ ~ ~ , ~ r  *, +, Njr @ r C ~ X ~  lm of t h e  
s t a t e  of *** ******** in t h e  'amma thit * * * * * * * * *   ** * i# 'your .ole arbere 

Y o u  will provide h e a l t h  car. eetricem t o  rr&orul haalth-related orgaai- 
28tiOnS, vhich crrrreat ly d o  iwt have ava i l ab le  rrwurccrr to  ptsrcture mphjo- 
tiutd medical equipornt. The ~ e r v i c e e  dl1 not only  ba furnirhed t o  h o w  
p i t a l r  that do rsot present ly  proride rueh ranricer, bttt would also be w e d  
ro r ~ p p l ~ t  th8 CT servfc8r already k i n g  provided by c e r t a i n  h a r p i t a h  
such as * * *  ********* *******  ****** la, You3 net utrrin~p are to be ttti- 
l i s e d  t o  e-ad your role  re ragforul prddar of e 2 i n f c a l  an4 other h e a l t h  
c a r e  r e rv icea  to  tbe togion. 



**** ******  ******** ****  * *******  

'lofipitsls w i l l  cant fact for  your ecrvices. Prices d l 1  be co;apotf t i v e  
vi  t h  f o r  profit en t i t i ee  providing r i a i l a r  sarvice8. A t  present, **** *** 
* * * * * *   serve8 aa ena role cotparate qeaber for  * * *  non-profit v o l u n t a r y  
cor . ;ora t lons ,  which include **  ****  ****************  ******  *******   
******** * * * * * *******  * * * *  ** ******  ***** *******  ***** * * * * * * *****   
********** **  .  flowever, ************  does aot have forwl  affiliations w i t h  
any ot!~t r  : iospltals  a t  th i r  tlA. Yo'u currantljr provide yotw sawicer  t o  
* * * * * *  **  **************** ******* ********* ******** ********* *******  ** ****** 
* * * * * * *  ***  ******** *******  ****** . h e  l a t t e t  ****  hoepitale have no 
f o r m l  rmlat i o r u h i p r  w i t h  ********************* ' 

V l t h i n  t h e  Statom of ********** **** * * * *  ********* , there are ****  1Me- 
p e n d e n t  prov iders  of  nobile CT gcan Sorvlcer, namly ,  *******  ********** 
* * * * * * * * * *  * * * * *  * * * *  **** *  ******* *** ***  ********** ************ l  
* * * * * * *  (which  currant lp  h a r  a Certif icate of Teed approval  for the  
prwislon of n o b i l e  CT rervlcea vlthiu tlre State of ************* ).  T\eoe 
****  o r z a r ~ f r ~ t i o a a  are for profit a r fpnlu t ionr .  ** , a rutiorul chain, 
eurrcntly ~ r v l c e *  ***** hoepitalm vithfn **** ********* e. ***** provides 
m b i l o  r=f scans t o  ***   horpitals i n  ******  t. ***** ******  *****  ******   
i s  no t  yet  operational. Tour pricea and services are cmpetl t fve v i t h  b a t h  
**** and *****  Tour contract w i t h  t h e  hospi ta l .  you ecrrico eetahlishce you 
a. the axcluaive supplier of services. Tour mervicer are available t o  the 
pat ientr  and co rrhyslcirnm a t  the s i t e  of tlta hospital. 

3rction 5.3l(c)(3) of the  Coda provider for  the er+olptioo from federal 
incaoe tax of organiut ioaa organized and opratdd  rxclusirrly for charitable 
purporar, n o  part of th;Q net ea rn fqp  cif vhich 'lnprer to  the benefit of any 
p t i r a  t e  shareholder o r '  . l b d i v i d ~ l .  

, ,, - 1 .  
\ 8 ,  

, , ,  

Qcrion 1 .5)1(c)(3)-I(.) o f " t t ~  ~ n c o o e  t r x  ~ c ~ u l a t i o o r  provider that  an 
o r e a a i r a t f o n  which is  organiad and 0p.rat.d for the pr i~ary  purpoaa of 
carryin8 on o trade or bwinano is not e x u p t  under mactfon %31(c)(3). 

3ection 592(a) of ti'ra Code provider that  an organization operated f o r  
tbe primaq purpoer of carryirrq on a trade or buinoaa for profit  shall not 
tm exampt frcm taration an&r metion MI  an the growad that  a11 of i ts  pro- 
f i t ~  are payable t e  one a t  mote o r ~ a n i u t i a n a  exaapt frm taxation u d e r  
section 531. 

I h a  Pl0u.e Cocnitter Report (ftoass Rapart No. 2'119, EightrPirmt Coagrere, 
1957-2 C o t .  4 1 2 )  i n  e x p h i n i q  the tearon6 for  8meoding u c t i o n  572, raid1 "me 
a f f a c t  of t h i r  8 m e d t n n t  i 6  t o  prrrmnt tha exemption of 8 t rsda  or buaineaa 
u r ~ a l a r t i o o  mdar 131 (predecrrmr t6 r u t i a n  531 of the 1954 W e )  oo 
ground. that a,p orsanlsaliqn actually deocribed i n  saction 101 r e u i v e r  the 
earningr f r o r  t h e  o p r r t i o n .  In ray care, It appsrrr clear t o  yoar commit tee  
t'cut o r g a ~ i r r t i o a  i r  n o t . i t r e l f  c b t r Y i q  out an exenpt prpoae. %reovar, 
i t  o b d o u r l y  f r  i n  4ireet  canpetition uith  othar trmhle buriness.***' 



*********  ********** * * * *  ******   

Sec t ion  l 0 5 3 2 - l ( b )  of t h e  r e n u l e t i o n s  r t n t e a  t h a t  i f  n subnid iory  or-  
~ ; a n i z ~ t i o n  of R tax-exempt o r ~ n i z a t l o n  w t d d  i t s e l f  be exempt on the ground 
t h a t  i t e  a c t l v i t i c s  are an  i n t e g r a l  p a r t  of t h e  exempt a c t i v t t i e r  of t h e  
parent  o r f i an f t a t i on ,  i t 8  exemption w i l l  not be l o a t  becaure,  as a matter of 
~ c c o t r n t i n g  be tv ten  the tw o r ~ a n i t a t l o n s ,  t h e  sube id i a ry  d e r i v e r  a p r o f i t  
f r m  it. dealings with i t s  paront o rganiza t ion ,  f o r  example, a s u b s i d i a r y  
o r q r n i x a t i o n  vhfch i a  oparatod f o r  t h e  a o l e  purpoec of f u r n i a h i n ~  a l e c t r i c  
pve t  used by i t s  parent o r g a n i r a t i o a ,  r t s&exeapt  educa t iona l  organization, 
i n  carry ing  o n  i t s  e d u c a t i o r u l  purpobra. However, t h e  suboid ia ry  o r g a a l z a t i o n  
i s  not e x e ~ p t  from t a x  i f  i t  i s  oparated f o r  t h e  primary purpoge of c a r r y i n g  
on a t r a d e  o r  b t l r in r r s  which would be an unre la ted  t rnde  o r  bus iness  ( t h a t  i s ,  
un rc l r t ed  t o  exempt a c t i v i t i e s )  i f  r e g u l a r l y  c a r r i e d  on by t h e  parent  organi-  
za t ion .  For emmple,  i f  a  subsidiary organize t ion  i r  operated p r imar i ly  f o r  
t h e  purpose of f u r n i r h f a 5  e l e c t r i c  p o w r  to  consumerr, o t h e r  than i ts  parant  
o r ~ s n i z a t i o n  (an4 the parcnta  tax-exempt suba id i a ry  o rgan izn t ion r ) ,  i t  I s  
not  exenpt s i n c e  euch business  vould be an unrelated t r ada  of businemo i f  
rep,ularly c a r r i e d  on by t h a  parent organizat ion.  For t h e  purpose of t h i s  
p r r a ~ r s p h  of t h e  r e a u l n t i o a r ,  o r ~ a n i u t i o a s  ere r e l a t e d  only i f  they  cone ie t  
of eubafdiary oraanLeation8 h 8 ~ f . a ~  a corrrmon parent  or)3anizat ionb Also, an 
exempt o r p n i z a t i o n  i s  not ra la ted t o  another  exempt o r g a n i u t i o n  merely be- 
cacue they both engage i n  the rmte type of axsrnpt a c t l v i t i e r .  

?he i n f o n m t i o n  you s u b ~ i t t e d  dimclossm t h a t  you ara providing mobile 
CT Scanasr e c r v i c e s  t o  ***  hoop i t a l a ,  on ly  one of which hor a  formal r e l a -  
tionrhip w i t h  ************  ******   and which i m  a ruba id l a ry  of a tax- 
exempt parent  o rsan iaa t ion .  Under t h e  c o n t r a c t  wi th  thoae h o r p i t a l s ,  you 
a r e  t h e  exc lus ive  a u p p l i a r  of your s e rv i ce r .  flour pr icea  and oervicrm 
a r e  c c m p a t l t l v ~  v i t h  thome of several pr fva t c ,  fo r -prof i t  o rgan i r a t iona  
t h a t  ara providing miaihr a e r v i c e r  fa t h a  a r u  in which you operate .  Aa 
s t a t e d  i n  t h e  Cororrittae Report, you a r e  i n  d i r e c t  c o r p s t i t i o n  wi th  o t h e r  
t s u b l e  busimraem. Ihus, i t  i r  8pp.rant  t h a t  your a c t f v i t i e a  t h m a e l v a r  
canclot ba termed c h a r i t a b l e ,  but  are o rd ina ry  b w i n c s r  ~ c t i v i t l e m .  Under 
t h e  p r o r i s i o a a  of s e c t i o n  532 of thm Code, and t h e  r egu le t fons  thereunder ,  
YOU a r e  engaged I n  a t r a d e  o r  b w i n e s a  vh ich  i a h i b i t r  exemption undar s e c t i o n  
591. Fur ther ,  s m  provided by s e c t i o n  1.531(c)(3)-I(.) of th. rogu la t iona ,  
you a r e  aot e n t i t l e d  t o  r ecogn i t i on  of e u n p t l o n  under r e c t i o n  531(c)(3).  

Accordingly, you do no t  q u a l i f y  f o r  r 8 ~ 0 q a i t l 0 u  of exemption from 
federal income tax under rection Y)l(c)(3)  of tha Code. You a r e ,  t h a r e f o r e ,  !, 
ruqul red  to f i l e  f e d e r a l  iaoap, tu retrpnr. Cont r ibu t ions  to  you are not  
d e d u c t i b l e  d e r  r r c t i o n  



** ******  * * * * * * * * *  * * * * * * * * * * *  

s t a t e d  i n  t h a  C o ~ m i t t o e  Repor t ,  you a r e  in d i r e c t  ccsmpetition v i t h  other 
t r x n b l e  b u s i n e r s e s .  Thus, i t  i r  a p p r r e a t  that yote ~ c t l v i t i e a  t h e s a e l v e e  
cannot be t e n a d  c h a r i t a b l e ,  b u t  are  o r d i u a r y  b u ~ . ~ ; r a  a c t i v i t l l e a .  Under 
t h e  p r o v i r i o n r  of s e c t i o n  532 of t h e  Code, and t h e  r e q u l a t i o n r  tha re rmder ,  
forr a r a  engabad I n  a trade o r  buminerr  which i a h l b i t m  e x e a p t f o n  under a a c t i o n  
371 F u r t h a t ,  as provided r e e t i o n  1.531(~)(3)-1 (e) of the r c g u l a t f o n s ,  
you r r a  not  e n t i t l e d  t o  r e c o s n i t l o n  of arempt ion trader a e c t f o n  S2L(e)(3). 

Yi t h  rsrpsct to your nobile CT 8 c s n a r r  servfcmp f o r  u n r e l a t e d  h o e p i t a l a ,  
w eea no aniqna c l r c t o ~ t s n c e r ,  w i t h i n  t h o  i n t e n d a e n t  of asv. Rul. f35-i.Iq 
( r u p t r ) ,  vhereb.1 yota r e t v l c e a  MY he r a i d  t o  f u r t h a r  your exempt f m c t i o n .  . 
Am coacLudad by the r m e n w  r u l i n g ,  t h o  conduct of  such servlcer by you f o r  
unre1atm-i h o r p i t a l r  vould c o a r t i t u t a  r a  w t e l a t e d  t r a d e  o r  bulrinaer v f t h i n  
t h e  -*lsaalng of r o c t i o n  513 of t h e  Code and exenp t ion  under rection 501(c)(3)  
would be i n h i b i t a d .  

k c a r d i n 8 l y ,  you do n o t  q u a f l f j  f o r  r e c o g n i t i o n  o f  exemption f r o o  
f a b r a 1  incaew t a x  uader r a c t l o n  Y)l(c)(3) of t h e  Code. Tau are ,  t h e r e l o r e ,  
r e q u i r e d  t o  f i l e  f e d e r a l  i ~ c o a o  tu r a t u r n r .  Contr ibut ion.  t o  you a r e  not  

I 

d s d u e t i b l e  under s e c t i o a  179. 

You h a r e  the r i ~ h t  t o  p t o t e r t  t h i r  ruling i t  you b e l i e v e  t b t  it i r  
i n c o r r e c t .  To p r o t e r t ,  you should  rubrri t  a r t a t m m n t  of  your riavr, w i t h  
a full e x p l a n a t i o n  of  your reasonlag.  T h i r - r t & t m e n t  n u r t  be rubmi t t ad  
v i t h i n  39 d q a  of thr d a t a  of thlm la t te r  and aurt be r i g a e d  by one of your 
officers, You a l w  hsve  a r i g h t  t o  a c o a f a r e a c e  i n  thim o f f i c e  a f t e r  your  
e t a t e m n t  i r  r u b n i t t a d .  I f  yoa u a m t  a c o n f r r a n c e ,  you surt r e q u ~ r t  i t  
r h e a  you f i l e  pur p r o t e r t  statement. If  yon are t o  br r e p r e r e n t e d  by 
SO~UOLU uho f a  not one of your o f f i c e r # ,  h e / r t u  a u s t  f i l e  8 proper  power 
of a t t o r n s y  and o t h e r v i n e  qualify mder o a r  Conference aad P r a c t i c e  
R e q u i t a 8 a t r .  

If p u  do not p r o t e n t  Chi# prop~aad ruliw tn a t l ae l j  manner, It 
w i l l  b ccmaldered by the I n t e r a r r l  R87eaua S.t.iea 8 ,  8 f a i l u r e  t o  oxhauat  
a v a i l a b l e  r r d t i n f r t r a t l v e  r r w d f e r .  S a c t i o n  7428(b)(2) of th. Code p r o v i d e r ,  
in prrt, that 8 d e c l s r a t o r y  f a d g m d t  or decree &at th i s  a e c t i o p  a h 1 1  n o t  
ba i s rued  i n  any preceding ?ale88 t h e  Tax Court, thm Clalmr Cour t ,  or t h e  
v i r t r i c r  Cotnt  of t h e  r f a f t e d ~ f l t a t o m  for thm District of h l t n b i a  d e t e r a d n s r  
that t h a  o r ~ a l t a t i o a  iaro1v.d -Ma erk.tt8t.d-,rdm$nisttatite t e n a d l e r  a v a i l -  
a b l a  t o  i t  w i t h i n  t h e  I n t a r n 8 1  h a w  %Wee.  



********  *******  *****  * * *******  , . , ~. 
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'If we do  not hea r  from you w i t h i n  30 days, t h i s  r u l i n g  w i l l  become 
f i n a l  and coo ie s  w i l l  be forwarded t o  your hay D i s t r i c t  D i r ec to r .  There- 
a f t e r ,  i f  you have any quent ionr  about  your f e d e r a l  income tax s t a t u s ,  
i nc lud ina  question. concerning r e p o r t i n g  r e q u i r e m n t s ,  please c o n t a c t  you r  
k e y  D i s t r i c t  D i r e c t o r ,  Rrooklyn, New York. Also, t h e  a p p r o p r i a t e  S t a t e  
o f f i c i a l s  w i l l  be n o t i f i e d  of t h i s  a c t i o n  i n  accordance wfth s e c t i o n  6194  
( c )  of t h e  Code. 

When sending a d d i t i o n a l  l e t t e r .  t o  us  wi th  r eapec t  t o  t h i s  case, you 
w i l l  exped i t e  t h e i r  r e c e i p t  by w i n g  t h e  follow in^ address :  I n t e r n a l  
Sevanue Service, Attnr  * * * * * * * * * * * ***** ****, 1111 C o n a t i t u t i o a  Avenue, 
!{.Urn, Ue.ahington, 9.C. 23224. 

I f  you have any ques t i ons ,  please c o n t a c t  t h e  person whose name 
and te lephone nuabcr a r e  tahown ,in t h e  headinp, of t h i s  l e t t e r .  

, S i n c e r e l y  yours ,  

* * * * *  ****   
Chief ,  Exempt Organiza t ions  

Rul ing Branch 

cc: **** * * * * * *  
******** 

cc: *****  *****  *** ****** 
****** * * * * * *  * * * *  * 

******  **********  *********  
****** ***** * * * *  ***** *** 
*********  *** ******* 
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